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FINANCIAL BURDEN IN COST 
FOREWORD 
TO MEMBERS OF ILLINOIS MANUFACTURERS' COSTS ASSOCIA-
T I O N : 
The average business man is vitally interested in the final net profits earned 
on the capital used in his business. With this idea in mind your committee on 
Financial Burden in Cost has reviewed the reports of a large number of business 
and industrial organizations for the past year and is amazed to find that less than 
one-half of one per cent of them actually earned a profit. 
It is probable that the officials of a large majority of these concerns are of the 
belief that their companies are making a fair or good return on the money used 
by them. But, apparently the principal reason why so many of them fail to earn 
any profit at all, or as much as they believe they earn, is because: 
1. The spread between their buying and selling prices is not sufficient to cover 
total costs and expenses, including 
2. Their total financial burden of doing business. 
In other words, it is evident that most of these companies attempt to taper 
their costs to fit in with their income by disregarding certain costs and financial 
expenses. And, in doing this they "kid" themselves into believing they are success-
ful and are making money, whereas, as a matter of fact, they are actually losing 
money, and consequently are skidding along into a more or less hopeless state of 
financial embarrassment. 
Fully appreciative of the seriousness of a situation of this kind, as it affects 
all sizes and types of business and industrial organizations, your committee has 
endeavored to give the subject careful and painstaking study, for the purpose of 
submitting a report which may be of some practical value to you in the administra-
tion of your business. 
Naturally, if the net results of a business are to be accurately and correctly 
determined, and are to mean anything to the management, it is necessary, in figur-
ing the costs and expenses of doing business, to include all costs and expenses, 
that is: 
1. All costs and expenses incurred in raw materials and supplies purchased, 
together with labor and overhead expenses applying to goods manufac-
tured or handled for sales purposes. 
2. All selling, distribution and general administrative costs and expenses. 
3. All financial expenses, or burden, of every kind, applicable to the admin-
istration of the business. 
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As previously explained, it is this last type of expenses that is most commonly 
overlooked, or inadequately considered, by many business men, with the result that 
their business appears to be prosperous and financially sound, whereas, as a matter 
of fact, just the opposite is true. The principal kinds of financial charges which 
are given improper or little or no attention are: interest, reserves for various con-
tingencies, financing, refinancing and reorganization expenses, obsolescence, depre-
ciation, federal taxes and dividends. Altogether too frequently the business 
executive has an erroneous idea that items of this nature do not represent actual 
money-out-of-pocket expenditures, or charges that must be reckoned with, before 
the proper goal has been reached in the administration of his business. 
Of course it is unnecessary, for example, to include anything for dividends, or 
even profits, if you do not expect any. And, if you make no profit, you will not 
need to provide for any federal income tax. And, furthermore, if you suffer no 
contingency, or other types of financial losses, no provision will need to be made 
for such items. But, it is common knowledge that most organizations are con-
fronted with all of these conditions, and that therefore, from a sound business 
standpoint, these charges should be included in the cost of doing business. To 
include them in the business calculations and internal reports of the company does 
not mean, necessarily, that they would be allowable deductions from a federal 
income tax standpoint, nor does it mean, in all cases, that the company can obtain 
higher product prices in a competitive market, or that it can materially reduce its 
raw material and other basic costs. It does mean, however, that the management 
will know what prices it should obtain for its products to provide a sufficient spread 
to cover its total costs and financial requirements; and possibly, most important 
of all, it places the management in position to do business in the light of complete 
facts and figures instead of in the darkness of incomplete and inaccurate informa-
tion. 
Irrespective, therefore, of the size, type or kind of business, or the methods 
used in cost finding and accounting, the management of each company should 
squarely and honestly face the total financial burden peculiar to its organization, 
and should keep its operating and merchandising executives constantly informed 
of their responsibilities in this respect, so they may know at what prices products 
or services should be bought and sold to produce the desired results. 
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INTEREST 
From a practical standpoint the question of whether or not interest should be 
included in cost divides itself into two broad divisions: 
1. Should interest actually paid out on borrowed money be included, and 
2. Should interest on investment—that is, interest not actually paid out—be 
included ? 
Interest Actually Paid Out on Bonds, Bank Loans and 
Other Borrowed Money: 
It is quite generally agreed that interest paid on borrowed funds is not an 
element of manufacturing cost. But, in the preparation of departmental and 
income statements for a given period, interest paid or accrued on borrowed funds 
should be deducted from the profits for the period, after having deducted the cost 
of goods sold, and all selling and administrative expenses. The reason for this is 
apparent. 
For example, suppose a business is incorporated to engage in the manufacture 
and sale of certain commodities. The business is successful, the company earning 
about fifteen per cent per annum on the original investment during the first three 
years. The stockholders have received each year a seven per cent return through 
dividends, the balance of earnings remaining in the business. After careful 
analysis, the officers decide that if they can secure an additional fifty thousand 
dollars they can increase the plant facilities to such an extent that the output can 
be doubled. It is not desired to issue this amount of stock, because the present 
stockholders are unable to subscribe for this additional amount, and desiring to 
retain their present control, they decide to issue bonds for this amount. The com-
pany being newly established, it is necessary to sell the bonds at a discount. By 
amortizing this discount over the life of the bonds, the interest rate totals about 
eight per cent. 
During the following year the company's earnings remain at approximately 
fifteen per cent on the capital stock. It is found that the increased output and 
increased volume of sales are offset to a certain extent by increased selling and 
administrative expenses, but for the greater part are offset by the interest 
charges on borrowed money. 
What is the nature of such interest charges? Are they to be grouped with 
the manufacturing costs or administrative expenses of the business? In the 
opinion of your committee they are not. They represent a distribution of profits 
to investors who have no voice in the active management of the company other 
than through general provisions included in the bond agreement or trust indenture. 
They differ from dividends on preferred stock principally in that they must be 
paid whether profits are made or not, and if not paid, they become a part of the 
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principal liability, with the same security as the principal liability itself. The divi-
dends on preferred stock are subject to declaration by the directors of the com-
pany, but the interest payments are not subject to such limitations. 
In other words, when establishing a selling price for an article, the manage-
ment not only has to consider the manufacturing, selling and administrative costs, 
but also has to consider the profits which it should earn on the unit selling price of 
each article to pay the interest charges on the borrowed funds used in this con-
nection. 
In an industry where prices are established by competition, the calculation 
should be made in the same manner as that mentioned above. 
Now, many conditions may contribute to a company's borrowings being in 
excess of normal requirements, To illustrate, it may be carrying excessive inven-
tories, the turnover of which funds will therefore be abnormally low. Poor credit 
risks and poor collection methods may be building up excessive accounts receivable 
upon which the company does not earn interest, but which make it necessary to 
borrow funds upon which interest has to be paid. The first condition can be largely 
overcome by a proper supervision of purchases, and by a proper stock control 
system. This will have the effect of reducing or eliminating obsolete and slow 
moving materials, thereby lessening the need for borrowed funds. Close super-
vision of credits will reduce accounts receivable, increasing the turnover of such 
accounts and supply funds which might otherwise be borrowed. 
Another condition which causes many firms to become listed among the heavy 
borrowers is the over-expansion of fixed assets. The productivity of new assets, 
the potential market for anticipated increased output, and the possible increased 
cost of selling and administration, due to such expansion, should all be carefully 
considered before additional funds are invested in fixed assets. Will the increase 
in profits justify the borrowing of funds to be used for this purpose? Will the 
market for the manufactured products become saturated within a few years, or 
do current demands for the products warrant considerable expansion through 
means provided by borrowed funds? Increased production and increased size of 
a business call not only for increased earnings with which to pay interest charges, 
but usually show there is a certain point in the size of every business, beyond which 
selling and administrative expenses increase out of all proportion to increased sales. 
Therefore, a careful analysis of all of these, and frequently many other conditions, 
should be made before committing a business to interest-bearing liabilities, espe-
cially of long duration. 
In any event, however, the administrative officials of the company should be 
kept constantly advised of such interest charges on borrowed funds, by showing 
these charges on departmental and profit and loss statements, so these executives 
may know whether or not the borrowed funds upon which such interest is paid 
are producing profits to meet, or more than meet, such interest charges. 
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Interest on Investment: 
The question of whether or not interest on investment should be included in 
the cost of doing business has been a much discussed, as well as a much evaded 
subject among accountants and other executives. We shall attempt to discuss the 
subject from an unbiased standpoint by summarizing the leading arguments pro 
and con, leaving it to the management of each individual company to decide 
whether or not it should include interest on investment in cost. 
From a broad economic and business standpoint we may classify the factors 
of production as land, labor, capital and management. In the present practical 
economic plan of doing business, each of these four productive factors receives 
its share of the result of business enterprise somewhat as follows: 
Land receives rent. 
Labor receives wages. 
Capital receives interest. 
Management receives profit. 
Accordingly it may be seen that management is entitled to the residual profit after 
the other three factors have each been compensated for its part in industry. 
To illustrate, a certain individual has invested $10,000 in long term bonds 
which bring him a return of $500 per year interest. Not being satisfied with this 
comparatively small though practically assured return, he sells his bonds and 
invests the $10,000 in a business. At the end of the year his books show a profit 
of $1,500. An analysis of this profit indicates that it is composed of two elements, 
namely: 
Management and risk taking $1,000 
Interest on investment 500 
The average profit and loss statement ignores these divisions, because the total 
profits are considered as being the excess of income over the total cost of doing 
business, including interest charges, etc. That is, this profit is ordinarily shown 
as a single item on the profit and loss statement as net profit. However, from a 
business and financial standpoint it should be of advantage to consider the two 
divisions of profit as outlined above. 
Most persons who argue against the inclusion and separate consideration of 
interest on investment in cost usually believe that capital does not have a fixed 
earning power. Their line of reasoning is somewhat as follows: Money placed 
in a safety deposit vault of a bank will not draw interest. If the bank fails, this 
money still belongs to the original owner. But, if this money is deposited in a 
savings account of the bank, it might draw three per cent interest. The same 
money invested in a reasonably secure bond would draw six or seven per cent 
interest. Therefore this increase in the return on such money seems to vary 
according to the risk attendant upon the investment. For this reason, it is fre-
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quently argued, that capital does not have a fixed earning power, and therefore 
interest on investment should not be considered separately in business profit. 
But, it should be remembered that all interest is in fact profit, and the greater 
the risk, the greater the return should be. Investment of money in a business 
enterprise, where it is subject to a greater risk than investment in bonds or in a 
savings account, necessarily warrants a greater return on the investment. One 
will readily admit that most business ventures should earn more than is earned 
on a six or seven per cent bond, principally because of the added risk attendant 
upon business. Therefore, it is largely because of this risk, that in establishing a 
selling price for a given product, the interest on investment should be separately 
considered to determine whether or not the earnings are greater than those which 
could be obtained on bonds and similar investments, and also whether the profits 
are sufficient to justify the risk taken in that kind of a business. 
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RESERVES FOR CONTINGENCIES 
Practically every type of business organization suffers unnecessary financial 
losses at more or less frequent intervals, because it does not make adequate provi-
sion to guard against various kinds of contingencies. Some of the more common 
contingencies for which provision should be made are those resulting from drops 
in market prices, lean years, unusually large bad debt losses, expansion require-
ments, losses on sales of fixed property, patent litigation, etc. 
If insufficient provisions are made for such losses, the average concern usually 
pays larger dividends, or otherwises uses more money than it should use during 
good years, only to find itself in a more or less serious and weakened position at 
times when funds are most needed. As a matter of protection, and of sound busi-
ness policy, it is evident, therefore, that each individual company should squarely 
face the contingencies most common to its line of business or industry, and should 
make constant, regular, and consistent provisions for such contingencies somewhat 
as follows: 
Drop in Market Pr ices : 
During periods when prices are advancing a portion of the earnings should 
be set aside to meet the inevitable decline to follow. Naturally, a good many 
factors enter into the establishing of sales and cost prices, the most common of 
which are supply and demand. It is impossible to stabilize these prices so as to 
maintain a constant relation between them. For this reason, it seems to be desir-
able to provide something in the nature of a reserve, which, when the spread 
between cost and selling price is widening, will assist in the safe conduct of busi-
ness during a time when a decline takes place, so all the burden of the diminished 
value will not have to be borne currently. Although it is generally inadvisable to 
include a charge of this kind in manufacturing cost, it should be considered in the 
reports and records as a means of helping to stabilize the company's financial 
position. 
Although in most instances, it is not expedient to immediately follow a down-
ward trend in prices, too long a delay in the meeting of competitor's price reduc-
tions often results in both a loss in sales and good-will. A declining market pre-
sents a serious condition which must be met, and in many cases where the decline 
is sharp, unless some reserve has been made to provide for this decline, serious 
financial embarrassment, and sometimes bankruptcy, is bound to follow. On the 
other hand, an extended period of rising market prices has a tendency to invite 
new competitors into the field who are desirous of participating in the profits thus 
afforded. Many of these competitors are not possessed of even mediocre ability 
and efficiency, and usually are the first ones to stampede and hasten demoralization 
when the market breaks. 
Patent Litigation and Losses: 
It is frequently necessary to defend patents against infringements and other 
charges of a similar nature. For this reason a reserve should be set aside out of 
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surplus net profits from year to year to cover attorney's fees, and other expenses 
incurred in such connection. In addition, it should be remembered that patents 
because of their nature, become obsolete and worthless whenever an inventive mind 
conceives of some improved method of handling a given problem. Because of this 
contingency, reserve provisions should be made to cover this expected obsolescence. 
Of course, it is generally recognized that patents have a normal legal life, and for 
that reason should be written off the books within that period of time. 
Losses on Sale of Fixed Property: 
Where there is an anticipated loss, for any reason, on the sale of fixed prop-
erty, which in the opinion of the management would be excessive, it might be well 
to make provisions to meet such losses, otherwise the surplus profits from year to 
year will appear to be better than they actually are, and unwarranted dividend 
payments and other uses of such surplus profits may be made. The provision 
might be made a part of the depreciation, or obsolescence charge, in certain 
instances. But, irrespective of how it is handled, it should become part of a reserve 
to meet such contingencies and losses. 
Lean Years and Unabsorbed Overhead: 
During lean years and periods of industrial inactivity, certain assets, particu-
larly a certain portion of the fixed properties, are not used to capacity, if at all. 
However, during such periods fixed charges in the nature of depreciation, taxes, 
insurance, interest and sometimes certain other expenses are incurred to a greater 
or lesser degree. Budgetary provisions should be made for such items, and, insofar 
as possible, they should be absorbed in the current operations of the business 
before determining the final net results. Failure to make such deductions permits 
of the final net results being fictitiously overstated, and of frequent misuse of 
profits, if any, in the payment of dividends, etc. 
Insurance Losses: 
It is the practice of some companies to carry part, or possibly all, of their own 
insurance risk. If this is done, a sufficient amount should be set aside out of the 
profits from period to period to take care of possible losses by fire or otherwise. 
The usual practice is to use the customary insurance rate obtaining in the market, 
so the charge to operating and other departments may be uniform and consistent. 
It is frequently desirable, in this connection to carry the fund in quick assets, so 
it will be readily available when occasion demands. 
Discounts to Dealers, Commissions to Branches, Etc.: 
Normally, discounts to dealers, etc., are direct deductions from sales, or net 
operating results. Not infrequently, however, contracts may be made with dealers 
to the effect that if purchases are made above a specified amount the total contract 
will carry an additional discount. In the same manner contracts are often made 
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with branch managers and salesmen providing for additional commissions, if cer-
tain quotas are made or exceeded. Another type of charge of a similar nature 
is that covering bonuses to certain employes whose contracts or agreements 
specify that they are to be given extra compensation for services, based on the net 
results of a given department, or of a company as a whole. 
Obligations of this character should be anticipated as accurately as possible, 
and provided for by means of current reservations from period to period. 
Bad Debt Losses: 
It is the practice of most concerns to build up reserves out of current earn-
ings to cover bad debt losses. But many companies fail to provide sufficient 
reserves to fully cover normal losses, and quite frequently fail to make sufficient 
reservations to cover extraordinary or abnormal losses resulting from changing 
business conditions and other causes of an unusual character. Undeniably the 
business and financial structure of all concerns would be stronger if proper recog-
nition were given to the need for making ample provisions to meet such losses 
when they occur. 
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FINANCING, REFINANCING AND REORGANIZATION 
EXPENSES 
In a broad way there are three fundamental methods by which a company 
may finance itself: 
1. By the sale of capital stock, or the investments made by single proprietors 
or partners. 
2. By the issuance of bonds, notes and other forms of indebtedness, either 
of a long or short term duration. 
3. By the investment of surplus earnings retained in the business, increases 
in reserves and appraisals. 
In discussing the question of costs and expenses resulting from financing, 
refinancing and reorganizations, your committee particularly wishes to emphasize 
the thoughts expressed by your President, Mr. J. H. Bliss, in his recent book on 
"Financial and Operating Ratios in Management," pages 118-123, in which he 
states: 
Cost of Borrowed Capital: 
"A distinction must be made between the interest rate which a concern pays 
for borrowed money and the real cost of such borrowed capital. The elements 
entering into the cost of borrowed funds, which are not reflected in the interest 
rates, include all items of discount and expenses in connection with note and bond 
issues. While the specified rate of interest for an issue might be 6%, when the 
proper proportion of discount and expenses are taken into consideration, the real 
cost of such borrowed capital might readily be 7% to 8% per annum. 
"A company should figure the cost of its borrowed capital from period to 
period and from year to year. The procedure in doing so is to determine, on the 
one hand, the average amount of capital borrowed during the period, and, on the 
other hand, the full cost of such capital for that period, including interest, discount, 
and expenses or premiums. Then, dividing this cost by the average amount of 
capital borrowed during the period, gives the average rate of percentage cost of 
capital. It should not be assumed that capital costs the rate of interest which a 
concern pays currently for loans, or that its average cost of borrowed funds 
increases or decreases in the same measure as interest rates on current loans 
fluctuate. 
"Another point to be borne in mind when considering the cost of borrowed 
funds is that usuable funds from current bank loans cost a business considerably 
more than indicated by the interest rate. In the larger centers bankers quite cus-
tomarily require a balance of 15% to 20% in support of the line of credit 
extended. The maintaining of these balances cuts down the amount of such bor-
rowed capital which the business has available for use in carrying stocks or cus-
tomers' accounts or reducing liabilities, and therefore the real cost of that portion 
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of the borrowed funds available for use is substantially larger than the interest 
rate on such loans." 
Cost of Total Capital Employed: 
"By cost of total capital is meant the sum total of earnings which a business 
should produce in order to show a proper return on the total capital used by it. 
Cost is used in this connection in its broadest sense as covering the full financial 
responsibilities resting on a business, and indicating the net margin of profits from 
operations which must be realized on the volume of business done in order to 
yield a fair competitive return on the stockholders' investments. It is a measure 
of the amount a business must earn in order to meet all of its interest costs and 
dividend requirements, and leave a satisfactory balance to surplus account. 
"It may be contended that this is not cost; and it is not in the ordinary sense 
in which that term is used. It is a measure, however, of what the capital used by 
a business costs it in the form of financial responsibilities—a measure of the 
amount of net profits to be earned by operations if a satisfactory return on invest-
ments is to be realized. 
"The cost of total capital employed should be computed and considered both 
in percentage on the amount of capital used, and in percentage on the volume of 
business done. It is the standard by which operating results are to be judged. It 
indicates, on the one hand, the percentage of operating profits on capital necessary 
to meet all financial responsibilities, and, on the other hand, when computed in 
relation to sales volume, it indicates the average percentage of operating profits 
on sales which must be maintained to carry all financial burdens. The cost of 
total capital employed should be considered as a measuring stick by which to 
judge the financial results of a business." 
From the foregoing it may be seen that the author emphasizes the desir-
ability of not only considering ordinary interest in the business computations, but 
also the desirability of including all financing, refinancing and reorganization 
expenses of every kind, such as commissions, amortization of debt discounts or 
premiums, proportion of expenses incurred in connection with security issues, such 
as trustees' fees, commissions, etc. 
If part or all of the expenses of this character are capitalized at the time of 
original incorporation, or subsequently at the time of refinancing or reorganiza-
tion and refinancing, they should be consistently amortized or written off in subse-
quent periods, otherwise the results of the business are fictitiously and erroneously 
overstated in such periods. As a result it frequently happens that the manage-
ment dissipates the surplus by such means as unwarranted dividend distributions, 
etc., thereby lulling many or possibly all of the stockholders into believing the 
company is prosperous, whereas such is not the case. 
A practice of this kind, together with other types of financial and general 
business mismanagement, such as over-expansion, excessive application of funds 
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in fixed properties, such funds being largely obtained from current borrowings 
secured at high interest rates; unwarranted borrowings from funded debt, the 
trust indenture for which contains burdensome sinking fund and redemption 
requirements; these, and many other factors, usually sooner or later place the 
average organization in a predicament where it is absolutely impossible to meet 
creditor and stockholder obligations. When such a condition develops it is then 
necessary to refinance, reorganize and refinance, or actually liquidate, resulting in 
attendant serious losses to many creditors and all stockholders. In most cases a 
situation of this kind can be avoided by conservative financing in the first place, 
and, secondly, by including currently from period to period the proper portion of 
these costs and expenses in the business calculations. 
In this connection it should be borne in mind that the management of every 
going concern has two major responsibilities: 
1. It should adopt a far-sighted policy in the matter of securing funds to 
meet its financial requirements, and see to it that funds are secured as 
economically as possible, both as to amount and cost. 
2. It should see to it that satisfactory and proper use is made of the capital 
employed. 
The treasurer, including sometimes, certain other financial executives, is pri-
marily responsible for the financing of a company. Clearly, then, it is obvious 
that the treasurer and other financial executives, must follow closely all trends in 
the business, know why and when additional funds are necessary, and, in a broad 
way, for what purposes they are to be used. The secret of successful financing, 
from the viewpoint of business operations and results, is to use the least possible 
capital consistent with meeting normal requirements. Idle capital is a serious 
business burden. It produces interest costs and overhead expenses for which no 
value is received. Consequently this emphasizes the need for keeping cash and 
bank balances as low as possible, for rapid turnovers in accounts and inventories 
and for economical fixed property investments. 
The burden of making efficient and economical use of capital is largely the 
responsibilty of merchandising and operating executives. Each of these executives, 
whether or not he is in charge of a plant, branch, given department or phase of 
the business, or the merchandising or operating functions of the company as a 
whole, should fully appreciate that financial costs are just as much of a burden to 
business as are merchandising and operating costs. Interest paid on borrowed 
money represents money-out-of-pocket expense just as truly as money spent for 
wages. And, this applies with equal force to most other financial charges. 
When, therefore, in the management of business and industry, there is a 
fuller appreciation on the part of both the financial, and merchandising and oper-
ating executives of the total costs of financing, and the real need for economical 
and conservative use of funds, there will be fewer cases of business speculation 
and failure. 
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DEPRECIATION, OBSOLESCENCE, FEDERAL TAXES 
AND DIVIDENDS 
Many concerns pursue an unsound policy in the handling of depreciation, 
obsolescence, federal taxes and dividends, largely because of an altogether too 
prevalent idea that: 
1. Depreciation and obsolescence do not represent actual money-out-of-pocket 
expenses and therefore do not need to be regularly included in cost, and 
2. Because, of federal taxes and dividends being a distribution of profits, it 
is unnecessary to consider them as measures, which should be kept before 
the management during the period, in determining whether or not satis-
factory surplus net profits will obtain at the end of the fiscal year. 
As a matter of fact the first two of these charges represent actual expenses 
which should be regularly included in cost; and, federal taxes and dividends repre-
sent portions of profits which should be measured and kept before the manage-
ment from period to period, so it may know the tax burden to be met, and whether 
or not it is making the dividend requirement, and a proper balance to be carried 
to surplus for expansion and other needs of the business. 
Depreciation and Obsolescence: 
It is generally recognized that the loss in value occurring to fixed property 
may be due to: 
1. Depreciation resulting from physical loss as a result of use, wear and 
tear from operation, or decrepitude due to age, decay, etc. 
2. Functional loss due to inadequacy, or obsolescence. 
3. Contingent losses, frequently considered a part of depreciation and obso-
lescence, and due to negligence; the action of the elements, such as fire, 
lightning, water and temperature; defects in construction; parasitic 
growths; pollution; electrolysis; crystallization; public health requirements 
and betterments, etc. 
The question of whether or not an adequate amount is being set aside for 
depreciation and obsolescence depends largely upon the treatment of repairs, 
replacements, renewals and betterments. If a concern uses a relatively low rate 
and makes ample provisions for repairs, replacements and betterments, it will 
accomplish practically the same result as is accomplished by another concern doing 
just the opposite. But, if insufficient provisions are made for both depreciation 
and obsolescence, and repairs, renewals, etc., it has practically the same effect as 
that of making undue expenditures for fixed properties, due to the fact that addi-
tional fixed property burdens are placed upon the company in the shape of 
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insurance, taxes, interest, etc. Over a long period of time, therefore, it is desirable 
to make proper and consistent allowances for all of these charges. 
Federal Taxes: 
Although federal income taxes represent distributions of profits, instead of 
expenses to be included in cost, such as applies to property and excise taxes, 
licenses, etc., nevertheless, they should be kept before the management from period 
to period during the fiscal year, so it may know the results after taxes, and also 
know whether or not this remainder is sufficient to meet dividend requirements and 
provide a proper balance to be carried to surplus account for other purposes. 
Handled in this manner in the departmental and income statements from period 
to period during the year, these charges serve as measures which indicate to the 
management of each department, and the business as a whole, whether or not it is 
matching up with the requirements it should meet. 
Dividends: 
Dividends are a distribution of profits. It naturally follows, therefore, that 
they should not be included in cost. But, from an administrative standpoint, it 
is highly desirable to anticipate and provide for the total annual or quarterly divi-
dend requirements by making regular periodical or monthly charges for them on 
the departmental and income reports. These charges, in each case, should repre-
sent the proper proportion that each department or business should expect to 
meet periodically, if it is to do its part in providing for the yearly dividend 
requirements. 
The reason for following this plan is obvious. From a moral, financial and 
sound business standpoint, stockholders are just as much entitled to reasonable 
returns in the shape of dividends, as are the bondholders entitled to their returns 
in the shape of interest. The management of every business and industrial organi-
zation assumes a serious responsibility when it accepts stockholders' money. It 
should expect to meet this responsibility at all times. 
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